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This is a Final Adverse Determinaiion as to your exempt status under section 501(¢c)(7) of the
Internal Revenue Code,

Our adverse determination was made for the following reasons: The ORG fails to meet the
requirement for exemption under IRC §501(c)7). The crganization is not operating exclusively for
pleasure, recreation, and other non-profitable purposes. The organization is operating similar to a
commercial buginess., Gross receipts generated from non-members and general public use of the
facilities exceeds the limit set forth by Public Law 94-568.

Section 1.501{(c}7) of the Income Tax Regulations defines social clubs as clubs organized and
operated exclusively for pleasure, recreation, and other non-profitable purposes, but does not apply
to any club if any part of its net earnings inures to the benefit of any private shareholder or general
public. Public Law 94-368 provides that social ¢clubs may receive up to 35 percent of their gross
receipts, mcluding investment income, from sources ontside of their membership without losing their
tax-exempt status. It is also intended that within this 35 percent amount not more than 15 percent of
the gross receipts should be derived from nonmember use of the club’s facilities.

As aresult of a recent audit of your organization's activities and Forms 990 and 990-T for the peried
ended December 31, 20XX, the organization does not meet the requirements under Section 501(c)(?)
which requires income from non-member use of the club’s facilities to not exceed 15 percent of their
pgross receipts, Total nonmember income was 36 percent for the tax period ending December 31,
20XX, which substantially benefits the general public and is more like a commercial entity than a
non-profit organization.

Based on the above, we are revoking yvour organization's exemption from Federal income tax under
section 501(c} (7) of the Internal Revenue Code effective January 1, 20XX. You have agreed to the
revocation of your 5¢1{c)(7) status by the signing of Form 6018 on September 26, 20300




You are required to file Federal income tax returns on Form 1120. You have properly provided us
Form 1120 for tax periods ending Diecember 31, 20XX and December 31, 20XX, and we will submit
them for processing.

You have the right to contact the office of the Taxpayer Advocate. However, you should first
contact the persen whose name and telephone number are shown above since this person can access
your tax information and can help you get answers. You can call and ask for Taxpayer Advocate
assistance. Or you can contact the Taxpayer Advocate from the site where the tax deficiency was
determined by calling the Office of the Taxpayer Advocate at or by writing fo:

Taxpayer Advocate assistance cannot be used as a substitute for established 1RS procedures, formal
appeals processes, ete. The Taxpayer Advocate is not able to reverse legal or techmically correct tax
determinations, nor gxtend the time fixed by law that you have to file a petition in the United States
Tax Court. The Taxpayer Advocate can, however, see that 2 tax matter that may not have been
resolved through normal channels gets prompt and proper handling.

If you have any questions, please contact the person whose name and telephone number are shown in
the heading of this letter,

Sincerely,

Vicki L. Hansen
Acting Director, EO Examinations
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Dear

We have enclosed a copy of our report of examination explaining why we believe an
adjustment of your organization's exempt status is negessary.

If you do not agree with our position you may appeal your case. The enclosed
Publication 3498, The Examination Process, explains how to appeal an Internal
Revenue Service (IRS) decision. Publication 3498 also includes information on your
rights as a taxpayer and the IRS collection process.

If you request a conference, we will forward your written statement of protest to the
Appeals Office and they will contact you. For your convenience, an envelope is
enclosed.

If you and Appeals do not agree on some or all of the issues after your Appeals
conference, or if you do not request an Appeals conference, you may file suit in United
States Tax Count, the United States Court of Federal Claims, or United States District
Court, after satisfying progedural and jurisdictional requirements as described in
Publication 3498.

Letter 3610 (04-2002)
Catalog Mumber 34401%




You may alsc request that we refer this matter for technical advice as explained in
Publication 832, Exempt Organization Appsal Procedures for Unagreed fssuss. Ifa
determination lefter is issued to you based on technical advice, no further administrative
appeal is available to you within the IRS on the issue that was the subject of the
technical advice.

If you accept our findings, please sign and return the enclosed Form 6018, Consent to
Proposed Adverse Action. \We will then send you a final letter modifying or revoking
exempt status. If we do not hear from you within 30 days from the date of this letter, we
will process your case on the basis of the recommendations shown in the report of
examination and this letter will become final. In that event, you will be required tc file
Faderal income tax returns for the tax period{s) shown above. File thesea returns with
the Ogden Service Center within 60 days from the date of this |etter, unless a request
for an extension of time is granted. File returns for later tax years with the appropriate
service center indicated in the instructions for those returns.

You have the right to contact the office of the Taxpayer Advocate. Taxpayer Advocate
assistance is not a substitute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advocate cannot reverse a legally comect tax
determination, or extend the time fixed by law that you have to file a petition in a United
States court. The Taxpayer Advocate can, however, see that a tax matter that may not
have been resclved through normal channels gets prompt and proper handling. You
may call tollfree 1-877-777-4778 and ask for Taxpayer Advocate Assistance. if you
prefer, you may contact your local Taxpayer Advocate at;

If you have any quastions, please call the contact person at the telephone number
shown in the heading of this letter. If you write, please provide a telephone number and
the most convenient time to call if we need to contact you.

Letter 3510 (04-2002)
Cataleg Number 34801




Thank you for your coaperation.

Enclosures:
Publication 882
Publication 3498
Form €018

Report of Examination
Envelope

Sincerely,

Marsha A. Ramirez
Director, EQ Examinations

Letter 3610 {04-2002)
Catalog Number 34801
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ORG = Organization name XX = Date Country = country
ISSUE:

Doss ORG continue to gualify for exemption under IRC 531{c){7) given that its level of nonmember
income (gross receipts) for the petiod under examination excead the 15% limit allowed by Public Law 94-
5687

FACTS:

DRG (DRG] is tax-exempt under saction 501(c){7) for the furtherance of it's exempt purpase to provide a
social ORG organization for pleasure, recreation, and other non-profitakle purposes within the meaning of
section 501(c)(7} of the Internal Revenue Cade,

ORG was founded in 18XX for "literary purposes, mutual improvement and the promotion of social
intercourse.” The ORG was organized with an educational and social mission. The ORG was first created
ss the first women's organization in the Country. Men were acoorded privileges in 19XX. You
were incorporated in the District of Couniry on March 25, 19XX and recognized by tha Service as a Social
CORG, exempt under section 531{c)(7] of the Code, in October 19XX,

Your specified and primary purposes, per your Artictes of Incorporation are “to function as a social ORG,
which shall be the establishment, maintenanca and management of a ORG for lHerary and educational
purpeses, mutual improvement and promation of social intercourse.

The organization's activities include the operation and maintsnance of a facility for ORG members,
restaurant, hall rentals, various programs and events throughout the year, Your grganization has non-
member incorme from hall rental and reciprocal members,

Your crganization raported the following sources and amgunts of revenue on Forms 990 for the period
ending December 31, 204X,

20XX12 Key

CONTRIBUTIONS

PROGRAM SERVICE REVENUE
WMEMBERSHIP DUES & ASSESSMENTS
INTEREST ON SAVINGS

RENTAL INCOME

GROSS SALES OF INVENTORY
TOTAL NONMEMEER INCOME

Q| (@ F| 3

TOTAL INCOME

NONMEMEER % - A/C
NONMEMEER & INVESTMENT % - B/C

During the examination for tax year 20X, your non-rember income was 35% from Gross Receipts and
1% from Investmeant Incomea.

During the prior examination for tax year 20XX, Letter 1656 dated February 27, 20XX was provided ta
your organization. The letter advised you of some deficiencies to include limits imposed by Public Law 94-
568, which states "Organizations exempt under Section 501(c}7} may lose their exempt status if they

Feam 836-.A(R:v.4-68) Department of the Teeasury - Intecnal Revenue Service
Page: -1-




Form BRAA Dcpartonent of the Troasury « Trternil Revenug Speovipe Sehedule Na. or
Explanation of Items Exhibit

MName of Taxpavyer Year/Period Ended

QRG EIN: Decembar 31, 20XX

receive gross receipts from non-member in excess of 35% of total receipts. Also, within this 35% limit, no
mora than 15% of gross receipts may be derived from non-member use of the ORGs facilities.” Your
organization responded with an action plan adopted by the Board of Governors which expressed your
commitmeant 1o monitor and ensure that your non-member raceipts were reduced 10 satisfy Public Law 94-
568,

LAW:

Section 501(¢}7) of Code describes organizations such as social clubs organized and operated
axciusively for pleasure, recreation, and other non-profitable purposes, substantially all of the activities of
which are for such purposes and no part of the net eamings of which inures to benefit of any private
sharaholder.

Treas. Reg. 1.501{cH7}-1{k) states that a club which engages in business, such as making its social and
recreational facilities available to the general public is not arganized and operated exclusively for
pleasure, recreation and other hon-profitable purposes, and is not exempl undar saction 501{a).
Solicitation by advertisemeant or otherwise by advertisemant or otherwiss for public patranage of its
facilities is prima facie evidencs that the club is sngaging in business and is not being opsrated exclusively
for pleasure, recreation, or social pUrposes.

IRC &12{a){2){A} states that the term "unrelated business taxable income,” as it applies to socigh clubs
exempt under section 501{c)(7), means the gross income (excluding any exempt function incoms), less
the deductions allowed by this chapter which are directly connected with the production of the gross
incomea (excluding exempt fungtion income), both computed with the modifications provided in paragraphs
(81, {10}, (11), and (12} of subsection (b),

IRC 512({2){3){B} defines tha tarm “exempt function incoma” to mean the gross income from duss, fess,
charges, or similar amounts paid by members of the grganization as consideration for providing such
members or their dependents or guests goads, facilities, or services in furtherance of the purposes
canstituting the basis for the exemption of the organization to which such income is paid. Such term also
means all income {other than an amount equal to the gross income derived from any unrelated trade or
business reguiary carried on by such organization computed as if the organization were subject (o
paragraph {11), which is set aside

i} for a purpose specified in section 170{c)(4), or
{ii} in theé ¢ase of an organization described in paragraph (9}, (17}, or {(20) of section 501{c},
to provide far the payment of |ife, sick, accident, or other benefit,

including reasonable cost of administration directly connected with a purpose described in clause (i) or {ii).
If during the taxable year, an amount which iz attributable to income do set aside is used for a purposs
other than that described in clause (i} or {ii}), such amaunt shall be included, under subparagraph A, in
unrelated taxabls income for the taxable year.

Revenug Ruling 66-149 provides that a social club is not exempt from Federal income tax 25 an
arganization described in section 501{c}(7} of the Code if it regularly denves a substantial part of its
income from nonmambear sources such as, for example, dividends and interest on investments.

Priar to its amendment in 1875, IRC 501{c){7} required that social clubs be operated exclusively for
pleasure, recreation, and other non-profitable purposes. Public Law 94-588 amended the “exclusive”
provision to read "substantially" in ordar to allow a 501{c)(7) organizations to receive up to 35 percent of its
gross receipts, including investmeant income, from saurces outside its membership without losing its tax
exempt status. The Committes Reports for Public Law 24-568 (Sehate Report No. 94-1318 2d session,
19¥8-2 C.B. 597) further states;

Form BBE-Awa-i-ﬁa'} Dreparmment of the Treasury - Intemal Bevenue Scrvice
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Form 886A Cieparoment of the -I'rcns:;q.- - [nreenal Revenue Roevice Schedule No. or
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Name of Taxpayet _ Year/Period Ended

ORG EIN: December 31, 20XX

(@) Within this 35 percent amount, nol more than 15 percent of the gross receipts shouid be
derived from the use of 3 sacial club's facilities or services by the gereral public. This means
that an exempt social club may receive up to 35 percent of its gross receipts from a
combination of investment income and receipts from non-members, =0 Iohg as the latter do
not represent mors than 15 parcant of total receipts.

{b} Thus, a sccial club may receive investiment income up to the full 35 percent of its gross
receipts if no income is received from non-members’ use of club facilitizs.

{c} In addition, the Committee Reporls state that where a club receives unusual amounts of
income, such as from the sale of its clubhouse or similar facilities, that income is not to be
included in the 35 parcent formula,

Revenus Procadures 71-17 sets forth the guidelines fro determining the effect gross receipts derlved fram
use of sacial club’s facilities by the general public have on the ¢lub's exemption from Federal income tax
under section 501(c)(?) of the Intemal Revenue Code of 1554

Revenug Ruling 81-55 states that a social club, in determining its unrelated busingss taxable income
under ITC 512(a)(3), may not deduct losses incwred an sales of food and beverages, in certain situations,
from its net investment income.

Public Law 94-588 provides that social chibs may receive up to 35 percent of their gross recsipts,
including investment income, from sources outside of their membership without losing their tax-exempt
statys. It is also intended that within this 35 percent amount not mare than 15 percent of the gross receipts
should be derived from nonmember use of club facilities.

GOVERNMENT POSITION.:

As a result of our examination of your Form 990 for period ending December 31, 20XX we have
determined that your organization ng longer qualifies as an exempt social ORG dascribed in the Interhat
Revenue Code section 501(c){(7). Your non-member revenue exceeds the percentage allowed by law.
Your tatal gross receipts 1o include investment income were 36% for tax year ending December 31, 20XX.
whereas, Revenug Pracedure 71-17 and Public Law 94-558 allow a maxirmum of 15% of han-member
income from gross receipts and a maximum of 20% of investment income with a total of 35%.

We propese a revocation of your exempt status under section 501(¢){7) of the Internal Revenus Code
effective January 1, 20XX.

TAXPAYER'S POSITION:

Tha organization agrees with the revocation and complsted Form 1120 for tax year ending December 31,
20XX and December 31, 20XX, The organization signed Form 8018-A on September 26, 20XX. The
organization declined to hawve a closing conference,

CONCLUSION:

Fer organizations exsempt under IRG 501(c)(7), the term unrelated business income encompasses qross
income after first excluding all exempt function income. Exempt function income consists essentially of
amounts derived from dues, feas, charges, or similar amounts of gross income, and constitutes amounts
paid by members as consideration for providing such members, dependents and guests with goods,
facilities, or services in the furtherance of the organization’s exempt purpose. The hall rental and ariy
incurred expenses Included to the general public do not constitute exempt function income. This activity

Form BSE-A{mewGE} Depanment of the Treasury - Intcmal Revenue Service
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Form SS&A Lrepartment, of U Trewsury - Internal Revenue Seovice Schedule Na. or
Explanation of [tems Exhibit

MName of Taxpayer Year/Petiod Ended

QORG EIN: December 31, 204X

was not made for the purpase of providing such membsr with the benefits associated with ORG
membership.

Traas Reg. 1.501(c}7}-1(i) states that any organization which engages in business, such as making it's
secial and recreational facilities available to the general public, is not organized and operated exclusively
for pleasurs, recrestion, and other non-profitable purposes, and is not exempt under section 501(a).

The organization failed to meet the 15 percent limitation on gross receipts derived from the use of 3 social
ORG's facilities or services by the general public, as reguired by Public Law 24-568.

Your crganization no tongsr qualifies for exemption under section 501(c)(7) of the Code as your non-
member revenue exceeds the parcentage allowed by law. Therefore, your exempt status under section
S01{¢)7) of the Internal Revenue Code should be revoked effsctive January 1, 203X,

Should this revocation be upheld you are reguired to file Form 1120 for all future parinds, whether or not
you have taxable incoms,

Form Ssﬁ-ﬂ.{nml-ﬁﬂ} Department of the Treasury - Intemal Revenue Service
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